The original documents are located in Box 10, folder “Council of Economic Advisers
Memoranda to the President (2)” of the Robert T. Hartmann Files at the Gerald R. Ford
Presidential Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Gerald Ford donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



Digitized from Box 10 of the Robert T. Hartmann Files at the Gerald R. Ford Presidential Library

EXECUTIVE OFFICE OF THE PRESIDENT

COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20506

October 1, 1974

MEMORANDUM FOR THE PRESIDENT

Subject: Manufacturers' Orders, Shipments and Inventories
in August

A. Summary

New orders received by manufacturers -- an advance
indicator of manufacturing activity ~- rose 3.4 percent
in August or approximately as much as the wholesale
prices of manufactured goods rose. Shipments rose by 2.0
percent. Orders were greater than shipments so that un-
filled order backlogs increased -- for the 35th month in a
row.

Manufacturers added $2.6 billion to their inventories
in August as compared to $3.2 billion in July. Although
these are very large figures, the increases seem to be
mainly higher prices rather than. increased physical volume.

B. Additional Detail

After allowing for inflation, orders for durable
goods have not changed much since the second quarter and
in July and August were running about 4 percent below
year-earlier levels. Manufacturers are being very careful
about inventories because the supply situation seems to be
easing in many industries where shortages used to be
common. This may have the effect of lowering production
in the period ahead.

These figures are for release October 2 at 2:00 p.m.

L/\c, Uesnee Leflan

William J.{ Fellner
Member

Alan Greenspan g =
Chairman B o






























Some Details

Most observers were looking for explanations why after
several quarters of slow output-growth, followed by an interval
of moderate decline, the unemployment rate had not for some
time been more in the neighborhood of the September figure than
at the earlier levels. In that sense the rise does not come
as a surprise.

The unemployment rate for adult males rose from 3.8 to
3.9 percent, a "statistically insignificant" rise. However,
in the fall of '73 this rate was in the neighborhood of 3 percent
For households heads (including women) the August to September
rise was from 3.1 to 3.4 percent; for married males from 2.6 to
2.8 percent; for teenagers from 15.3 to 16.7 percent. The nonwhi
white differential has improved somewhat for nonwhites as comparz=
to earlier typical differentials (now 9.8 percent for nonwhites
and 5.3 percent for whites).

There occurred a small decline in the proportion of those
unemployed who have been looking for a job for less than 5 weeks
(a decline frim about 51 to a shade below 50 percent), yet the
average duration of unemployment declined slightly, to somewhat
below 10 weeks. The average duration is likely to rise in the
period ahead.

The increase in the average length of the work week, which
was mentioned in the Summary, was from 36.6 to 36.8 hours in
the private nonagricultural establishments.

As was pointed out in the Summary, the household survey
suggests a 350,000 increase in employment from August to
September. The data based on establishment sources in the privat
nonagricultural sector point to a negligible increase (about 35,C
with a noteworthy change (an about 1-1/2 percent decline) showing
only for construction among the major categories. The methods
of collecting the household data are quite different from
those of collecting the establishment data and there exist
good reasons for not expecting the results to be identical.
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WASHINGTON
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g October 10, 1974

MEMORANDUM FOR THE PRESIDENT

Subject: Wholeslae Price Index for September

The Wholesale Price Index (WPI) rose only 0.1 percent
in September (seasonally adjusted). Prices of farm products
and processed foods and feeds fell by 1.9 percent. The
Industrial Commodities component increased by 1.0 percent,
its smallest monthly increase since October 1973. The
September slowdown in the pace of advance of industrial
prices -- to a rate somewhat less than half of their average
monthly rise in the preceding ten months -- expresses widespread
deceleration of price increases. Whiie raw-material price
increases will for a while show in the behavior of industrial
wholesale prices, particularly for ac.tos (WPI for October),
the recent behavior of crude and intermediate price suggests
a lessening of cost pressures from materials. To the extent
that this may keep up, it will affect also the future behavior
of the Consumer Price Index. Yet quite recently farm prices
rose again; hence the favorable WPI statistics for September
should not lead us to jump to conclusions in this regard.

: The behavior of the WPI and major components over the
past twelve months is shown in the attached table.

william J. Fellner
Member

Alan Greenspan
Chairman




Supplementary Material

Prices for eight of the thirteen major industrial
commodity categories showed weakness as compared with
August. Among industrial prices, those for crude and
intermediate commodities rose less than the average, those
for finished goods more than the average, reflecting the
pass through of earlier crude and intermediate price
increases. :

While gasoline prices rose in the September WPI, the
increase reflects price movement from July to August;
gasoline prices are reported to have weakened in recent
weeks. Prices of nonferrous metals declined in September
and prices of iron and steel rose markedly less. Over the
past year prices of metals and metal products have risen
39.2 percent and have accounted for a larger portion of
the industrial price increase than fuels.



WPI and Major Componenté - Percent Changes
and Contributions to Change

(Seasonally adjusted annual rates)

Farm products

Industrial Commodities

Fuels and

and processed related

Three months All foods and products All other

ending Commodities feeds Total and power Industrials
Dec. 1973 8.7 -8.7 16.0 52.3 12.0
Mar. 1974 24.5 10.8 32.3 136.2 22.4
June 1974 12.2 -29.3 35.7 52.2 33.5
Sept.1974 35.2 59.2 28.3 31.6 27.7
Sept. '73 - :

Sept. '74 19.7 3.2 27.9 63.8 23.3
Percentage
. contribution

to 12-month

change 100 5 35 23 72
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October 10, 1974

MEMORANDUM FOR THE PRESIDENT

Subject: September Retail Sales

Summary

Retail sales declined more than 1 percent from
August to September according to advance reports from
the Census Bureau. Most lines of business weakened
over the month. Considering that the reports relate
to the value of sales, the sales picture looks still
weaker when allowance is made for higher prices.

M’&Jf Clann £ L\M,

William J. Féllner
Member

Alan é?éenspan
Chairman



Supplementary Material

Consumer spending in terms of physical volume has been
very sluggish in the past two months as consumers have cut
back expenditures on such things as clothing, furniture and
appliances. Purchases of automobiles were strong in July
and August when consumers attempted to buy the lower-prices
1974 models but auto sales fell in September with the .
introduction of the 1975 models. With unemployment rising and
real incomes falling, spending is likely to remain rather
weak in the near-term.

Thése figures were released at 2:30 p. m. today, October 10.




THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

October 11, 1974

MEMORANDUM FOR THE PRESIDENT

Subject: Business Sales and Inventories in August

Summary

Combined sales of manufacturers, wholesalers and
retailers rose by 1.4 percent from July to August but
higher prices more than accounted for the increase.
Inventories of these firms rose by $3.8 billion in
August following a rise of $5.0 billion in July. There
is a good deal of uncertainty as to how much of these
inventory increases represents physical volume and how
much is mercly inflation. We believe that businessmen
are now pursuing cautious inventory policies because
supplies of many basic materials that had been scarce
are now fairly plentiful. This situation is just what
is needed to curb inflation. At the same time such
inventory policies will tend to have a dampening effect
on productlon and employment in the months ahead.

; Ay

\"”fgavﬁte span
@hafi¥yman




Supplementary Material

Separate reports for manufacturing and retail sales
in August were sent to you on September 11 and October 1.

These figures are for release Tdesday, October 15,
at 9:30 a.m. ' '
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October 14, 1974

MEMORANDUM FOR THE PRESIDENT

Subject: International Financial Conditions

In the early part of the week the widening differential
between our softening short-term interaest rates and the
yield of the short-term credit instruments of some countries
abroad contriputed to a weakening of the dollar relative to
various currencies, particularly the D-mark. The dollar regained
some ground by the week's end, but still ended slightly below
the level of last week in terms of its average value relative

to 14 major c''rrencies.
il

)
William J. Fellner
Member

Alan Greenspan
Chairman



Supplementary Analysis of this Week's
International Financial Developments

The trading in the foreign exchange markets this week
continued to reflect an undertone of nervousness that has
characterized the activities for the past several months.
World-wide concern over the condition of major international
banks, and increasing doubts about the capacity of the financial
markets to effect "recycling" of petrodollars, have been the
major causes of this nervousness. Such "recycling" means
rechannelling from the markets to which the OPEC funds are flowing
to countries that have a hard time financing their current-
account deficits.

Some observers have been critical of the U. S. economic o
program because of what they consider a lack of initiative
on our part in assuring the recycling of OPEC funds in the
future. Yet it is difficult to draw a clear distinction between
assured recycling of the sort envisaged by the critics and
American guarantees to finance countries to which the OPEC is
selling o0il at high prices but which the OPEC countries are
unwilling to finance. While the American position has certainly
not been uncoonerative in relation to the hard-hit countries,
it would be a mistake to give assurances on a major scale that
countries will be bailed out of the difficulties into which they
get by trying to meet a highly inflated o0il bill without making
the necessary internal adjustments.

Early in the week the dollar exchange rate declined,
particularly against the German mark, as a large volume of
funds moved to Germany in what appeared to be an unwinding
of currency positions that have been taken in speculative moves
into the dollar over the past several months. Continued softening
of interest rates in the United States and in the Eurodollar
market also, no doubt, provided an added impetus for the shift
of funds. (See Chart III for an approximation of the net
incentive for the movement of funds to Germany. The sum of the German
short-term rates and of the forward premium which investors can
earn by selling D-mark in the forward market is appreciably in
excess of comparable U. S. short rates).

To moderate the decline of the dollar rate, the Federal
Reserve intervened in the market by supplying marks. It sold
a total of $120 million's worth of marks, $94 of which were
borrowed from the German Central Bank under the reciprocal
stand-by line of credit that the Federal Reserve maintains with
all major central banks. At the same time, the German Central
Bank intervened in the foreign exchange market in Germany by
purchasing dollars offered for sale there. The bank purchased
a total of $200 million.




9 -

Sterling was also affected by what appeared to be a broadly
based shift of funds into the German mark, and its rate declined
parallel with the dollar relative to continental currencies early
in the week. Political uncertainties focusing on the British
election were mentioned as the precipitating cause. The pound
rallied following the outcome of the election, but its rise was
only moderate, being hampered by the announcement of adverse
trade figures showing a deterioration in the deficit, from $794
million in August, to $882 million in September. .

The lira weakened this week following the resignation
of the Italian Government last week. The authorities spent
$125 million to moderate the decline of the rate.

After a sharp gain last week, the price of gold on the
I.ondon GOld market declined moderately this week.
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VALUE OF THE DOLLAR IN TERMS OF FOREIGN CURRENCIES
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DATE cp | PRICE FROM
May 1970% [Smithsonian PER OUN AUGUST 1971
TODAY -15.00 -4.36 157.00 348.6
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6 MONTHS AGO| -17.62 -6.84 173.50 395,7
YEAR AGO -20.21 -9.29 103.75 196.4

* Last month in which fixed exchange rates were adhered to by all 14 countries

{Canadian dollar floated June 1, 1970).
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October 14, 1974

_ MEMORANDUM FOR THE PRESIDENT . —

e R o - g e R i L S
T = = R g n L e T

Subject— Monetary and Flnan01al Condltlens

o m e .

Summary

While it remains true to the present that the recent
rates of increase in the narrowly defined money supply (Ml)
and also in the broadly defined money supply (Mz) are
appreciably tmaller than the average rates of increase over
the past 52 weeks, there are now several signs of an easing
of pressures in financial markets (see optional reading).

¢ P
s e
William J. Fellner
Member

Alan'Greenspan .-
Chairman





































































































